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[The author writes for the International Weekly Edition of the Gazeta Mercantil, a Sao Paulo-based
financial newspaper.]
Brazilian government officials' reaction was lukewarm to the news that the US House of
Representatives voted to give the administration of President George W. Bush Trade Promotion
Authority (TPA) to negotiate trade deals. The lower house of Congress passed the measure,
previously known as "fast track," by a one-vote margin, yet included many protective measures that
directly harm Brazilian exports to the US.
"The US has recently passed fast track for FTAA negotiations, but with conditions which, if they
are followed to the letter, would mean there would be no FTAA," President Fernando Henrique
Cardoso said after the vote in Washington. Because of its need to increase exports, Brazil is unlikely
to exit negotiations that would create the world's largest trade bloc with 800 million people and a
combined GDP of US$11.4 trillion. But South America's largest country, which will co-chair the 34nation group discussing the creation of the FTAA, will prove to be the toughest negotiator facing the
Bush administration.
"What's in it for us?" Brazil's Foreign Minister Celso Lafer asked in a meeting with foreign
journalists after the congressional vote on the TPA. Currently, the US imposes average tariffs of
3% on Brazilian goods, compared with Brazilian duties of 16% on US imports. That comparison
is misleading, however, since the 15 most important Brazilian exports to the US are charged, on
average, a 45.6% tariff. Many Brazilian exports also face phytosanitary barriers and quotas. And
when these are passed, US tariffs reach as high as 350%, such as with tobacco. The protective
measures attached to the TPA hit directly at those industries in which Brazil has a competitive
advantage, including soybeans, sugar, and orange juice. Because of the obstacles tied to the TPA,
Brazilian officials refer to it as "slow track." "For the FTAA to advance," Lafer said, "there has to be
an understanding between Brazil and the US."
The first test of US resolve in improving US-Brazil trade relations concerns steel. The US
International Trade Commission will rule in coming months on whether to impose quota and
tariff restrictions on Brazilian steel imports. "It is clear that if the US position on steel is absolutely
inflexible, there will be a response," Lafer said.
Government leaders and members of civil society also see labor and environmental clauses as
forms of protectionism. Kjeld Jacobsen, international relations secretary of the Central Unica
dos Trabalhadores (CUT) labor federation, believes that international mechanisms are needed
to deal with "social dumping" the use of child or prison labor, and even the destruction of whole
communities as a result of the abusive practices of companies free from accountability. "Instead
of governments acting unilaterally to protect their home-based industries, we need sanctions that
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reward companies that respect workers rights," Jacobsen said. He said it is ironic that developed
countries like the US and the European Union (EU) members push for these standards while the
multinational firms based in those countries do not even respect workers rights.
Italian-based car manufacturer Fiat, for example, will not allow trade-union representatives
into its factories in Brazil. Nevertheless, environmentalists and those demanding restrictions on
corporate power can celebrate the removal of the notorious Chapter 11 in the North American Free
Trade Agreement (NAFTA) from the negotiating table. Sources from Itamaraty, Brazil's Foreign
Ministry headquarters, said Brazilian negotiators told their US counterparts that a trade deal that
allows a foreign investor to sue the government where they are investing because a regulation or
government action threatens their profits would never be approved by the Brazilian Congress or
accepted by the country's citizens.

Brazil as a global trader
Brazil has been searching for more markets in which to sell its goods. It needs to offset recurring
trade deficits and supplant the reduction in foreign direct investment used to finance its foreign
debt and the profit remittances of US$25 billion annually. Last August, President Cardoso summed
up the country's predicament as "export or die!" Brazil considers itself a global trader, although,
like other large countries, only about 10% of the country's GDP is derived from exports. Its export
markets are diversified, with 25.6% going to the EU, 24.7% to the US, and 21% to the Asociacion
Latinoamericana de Integracion (ALADI).
One of Brazil's most important weapons to increase its bargaining position with foreign trade
partners is the Southern Cone Common Market (MERCOSUR) trade bloc. Members of NAFTA the
US, Canada, and Mexico are each negotiating the FTAA separately, while the MERCOSUR countries
(Brazil, Argentina, Uruguay, and Paraguay, with Bolivia and Chile as associate members) bargain
collectively. This strategy has already proven successful when Brazil garnered enough support
from other Latin American countries to overturn a US motion to inaugurate the free-trade zone in
2003 instead of 2005. Negotiating as a bloc was strengthened in December when Domingo Cavallo,
Argentina's all-powerful economic minister, fell from grace (see NotiSur, 2002-01-11).
Cavallo had been advocating that Argentina leave MERCOSUR and negotiate directly with the
US. Ever since Brazil devalued its currency, the real, in 1999, trade disputes stemming from the
two countries' incompatible macroeconomic policies had been growing. With Argentina's recent
currency devaluation, a rapprochement between the two countries appears to be taking place
regarding the future of the customs union, though Argentina's situation remains volatile.

MERCOSUR's turn toward the EU
One reason the US wanted to start the FTAA earlier was to have a trade pact in place before
MERCOSUR clinches a trade deal with the Europeans either this year or next. One stumbling block
in the trade talks with the EU has been access to the continent's subsidized agricultural sector. But
recently there has been growing political will in the EU to stop supporting crop prices with half its
budget and instead use the resources in less market-distorting ways. EU negotiators complain that
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negotiations have dragged on because their MERCOSUR counterparts have yet to submit a set of
concrete proposals listing the products on which they would like to see tariff and quota reductions.
MERCOSUR's turn toward Europe has to do with more than just trade and investment, although as
a whole Europe has more investment in the trade bloc than does the US. There is already talk of the
need for a "little Maastricht" for MERCOSUR countries, and European know-how and experience
is being sought in this regard. With the recent devaluation of the Argentina peso, discussions of
establishing a single currency have resurfaced. President Cardoso has even challenged the US to
imitate Europe's commitments to its neighbors. "If we wish to move toward effective integration
in the hemisphere, the task should be to eliminate the unjust differences between nations and the
profound inequality of income and quality of life within nations as well as between nations," he said.

Fear of being overrun by US imports and businesses
While gaining greater access to the US market has its attractions, fear remains that Brazil will
be swallowed up by an economy 18 times its size. Like many other developing countries, Brazil
faces many disadvantages competing head-to-head with firms from advanced countries. These
include inadequate infrastructure, heavy taxes, high cost of capital, and lack of investment in export
industries.
"Almost everything that we export from steel to orange juice, from paper and pulp to iron ore, is the
product of investments from the end of the 1970s to the early 1980s," said Rubens Ricupero, former
finance minister and current secretary-general of the UN Conference on Trade and Development
(UNCTAD). Many Brazilian citizens also have worries.
"The FTAA is Brazil's surrender to the Monroe Doctrine," said Paulo Sergio Monte Alto, a historian
and an attorney. Brazil's development strategy has been to buy time to allow domestic industry
to retool while advancing its trade interests on a variety of fronts. The country has a number of
budding high-tech industries including aircraft, genetics, and software.
Recent trade statistics show that Brazilian goods have been performing well in the US market.
Recent data from the Secretaria de Comercio Exterior (Secex) reveals that exports of manufactured
goods to the US grew 15.4% between January and September of last year, compared to the same
period in 2000. The CUT's Jacobsen says, however, that the increase in manufactured exports
mainly stems from the shoe and textile industries. Along with achieving better conditions for its
goods through FTAA and MERCOSUR-EU trade negotiations, Brazil is fighting at the World Trade
Organization (WTO) to see that agricultural subsidies, anti-dumping legislation, and other forms of
wealthy-country protectionism are placed on the negotiating table.

Growing discontent about free trade
Though grateful for the end of hyperinflation, many Brazilians are tired of the government's
neoliberal policies and doubtful that free trade will improve their situation. At the end of last year,
Brazil's lower house of Congress unanimously passed a nonbinding resolution to withdraw from
the FTAA talks. "If the US can pull out of the Anti-Ballistic Missile Treaty because it doesn't suit its
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interests, why shouldn't we pull out of negotiations that are not going to benefit us?" asked Aloizio
Mercadante, a legislator from the left-leaning Partido dos Trabalhadores (PT), who sponsored the
motion.
The alternative is to prioritize regional integration. Ambassador Samuel Pinheiro Guimaraes, who
was dismissed as the director of the Foreign Ministry's research institute (Instituto de Pesquisa de
Relacoes Internacionais, IPRI) for his outspoken criticism of the FTAA, would like MERCOSUR to be
transformed into the Free Trade Area of South America. In the view of Guimaraes and many others,
US competition will destroy the country's industrial base and lead to greater balance-of-payments
problems in the future. For the latter, the logic goes that there will no longer be any incentive to
invest in Brazil once the MERCOSUR common external tariff, which reaches 35%, is removed.
Transnational companies would instead establish their factories along the US-Mexico border and
export to Brazil.
A step toward greater Latin American solidarity took place in September 2000 when President
Cardoso hosted the first summit of South American presidents. Unfortunately, Brazil has much less
to offer its South American neighbors than does the US. A recent blow to MERCOSUR was Chile's
announcement that it was negotiating a free-trade deal with NAFTA. While no true hemispheric
trade deal will be achieved without South America's largest economy, Brazil also fears being left
standing alone.
Establishing a hemispheric free-trade zone is a top priority for the Bush administration. Not only
has there not been any important commercial breakthrough since NAFTA, but there are also 50
million middle-class consumers in MERCOSUR roughly the size of France's market. Yet Brazil,
as the world's ninth-largest economy, has considerable bargaining strength and will not buckle to
US demands. In Brazil, discontent is growing about US unilateralism and the forsaken promises of
neoliberalism. With presidential elections in October of this year and the PT's Luiz Inacio Lula da
Silva leading the polls, there could be a dramatic shift in economic and trade policy.

-- End --
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